The purpose of this research is to test the efficiency of market with respect to announcements of mergers and acquisitions using an event study methodology. Specifically, this study analyzed the effects of banks mergers and their announcements on the prices of stocks, in Europe. We study 18 deals that involve banks in Merger and Acquisition from year 2001 to 2010 in order to investigate the returns of shareholder of the targets and acquirers. Evidence here supports that significant cumulative abnormal returns were short lived for the acquirers. At the end of the event window, the cumulative abnormal returns were 0. Evidence of excess returns after the merger announcement was also observed along with the leakage of information that resulted in the rise of stock prices few days before the announcement of merger or acquisition. At the same time, the results of cumulative abnormal returns showed that target banks earned abnormal returns on the merger announcement day.
Profitability Analysis of Mergers and Acquisitions
Mergers and acquisitions around the globe represent a huge reallocation of resources, within and across countries and therefore, it has been the interest of empirical studies for many years. There have been three merger waves in the 1960s with the multinational takeovers, in the 1980s there were aggressive takeovers and in the 1990s, there were global takeovers. Historically, the huge number of these merger and acquisitions were concentrated in the United States of America and United Kingdom. Extensive research has been done on whether acquisitions are profitable or lead to wealth reduction for shareholders and empirical studies have revealed that mergers tend to provide a mixed performance to the shareholders involved. Sherman et al. (2011) 1 stated that mergers and acquisitions are one of the most effective ways to accelerate the implementation of a plan to grow rapidly. The impact of technology has increased the pace of the mergers and acquisitions.
When a merger or an acquisition is announced, a significant amount of information is revealed about that particular deal and this information can be used to evaluate the reaction of stock market to a merger or an acquisition announcement. Mergers and Acquisitions have created an intense competition for all the companies. In this era, acquisitions are increasing at a rapid pace and are being bid up at a higher rate. Banks have been undergoing a process of consolidation and restructuring. Factors such as globalization and competition have compelled banks to improve their effectiveness in providing financial services to meet the increasing demands for quality products and services. This leads to an appropriate assessment of banks performance reflecting their ability to survive the ongoing waves of activities such as mergers and acquisitions. Banks can increase their scale of operations to generate efficiency gains and as a result improve profitability. Consolidation process in the banking industry can be attributed to deregulation and technological changes that may facilitate banks to provide a large range of banking services in a larger geographical area. Basically the main aim of consolidation process in the banking industry is to increase gains through reduction of expenses, increased market power, and reduction in volatility of earnings. Bank mergers or acquisitions can increase the value by reduction in costs and increase in revenues. Cost reductions can be achieved by the elimination of unnecessary managerial positions and closure of overlapping branches of banks. Revenue can be increased by cross selling of services that banks offer.
Event study methodology has been applied to analyze the response of financial markets to changes in the banking industry as a result of Mergers and Acquisitions. Section 2 provides a series of literature review that concerns explanations for observed reactions of stock market with respect to acquisition announcement. Section 3 defines the background of Mergers and Acquisitions in Europe in the Banking industry. Section 4 outlines the selection methodology of data set with the following analysis of results revealed in the sample. Preliminary tests were also carried out to analyze the data set. Section 5 discusses the structure of an event study. Linear regression model was used as a predictor of abnormal returns and cumulative abnormal returns. It also states the limitations of this study. The results indicate positive and statistically significant gains in terms of value to the acquirers for a short term in the banking industry in Europe from the specified time period. The results also showed that share holders of target banks earned abnormal returns on the day of merger announcement. Section 6 presents the conclusion of the event study that has been carried out.
Literature Review

Motives for Mergers and Acquisitions
Mergers and acquisitions, also known as M&A, involve the process of acquiring, selling, and combining of firms. The theories with respect to mergers and acquisitions can majorly be categorized into two groups of neoclassical theories and behavioral theories. Neoclassical theory is based on the assumption that managers are rational and make rational choices to maximize the wealth for the shareholders whereas behavioral theory focuses on the assumption that managers are not rational and they do not represent the interests of the shareholders. These theories can be further categorized into external and internal motives. Internal factors, for instance, agency costs or synergy can be directly influenced by the management whereas the external motives such as globalization, or technology cannot be influenced by the management. Cost cutting, revenue enhancement and risk reduction are the possible factors that explain successful acquisitions with cost cutting being the most important factor for the banks worldwide. Mukherjreem et al. (2004) 2 stated that primary motivation for Mergers and Acquisitions is to achieve operating synergies. Their results depicted that most of the firms believe that diversification is a justified motive for acquisitions as a means of reduction in losses when there are economic downturns.
According to Sharma (2009) , economies of scale are one of the main arguments behind Mergers and Acquisitions. The implication is that banks get involved in M&As to cut down the operating costs by reducing the branch networks and staff overheads and also by integration of information technology and risk management systems. Increased competition provides an incentive for banks to grow to take advantage of the large capital base and market power. Author further stated that geographical expansion might act as a defensive mechanism for banks planning to withstand external pressures arising from larger banks. Economies of scope are also one of the rationales behind Merger and Acquisition deals that involve banks. Sharma (2009) observed that such type of economies are exploited when bank merges its business with another financial firm in order to attain benefits from selling financial services from existing distribution networks. Banks also work on cross-border expansion to gain access to a large client base and also to diversify their income sources. Such type of expansion does not provide benefits from economies of scale because it does not include the overlapping of financial services. However, author stated that it might create cost efficiency as well as revenue efficiency by exploiting the information from the target to the acquirer. Deregulation is also one of the important factors for the increase in the number of mergers and acquisitions. Opportunities for firms are perceived as deals, which were initially prevented but they are made achievable through the process of deregulation.
Neoclassical Theories
One of the factors that fall under the neoclassical theories is the synergy factors which assume that managers will only be involved in Mergers and Acquisitions if the returns are positive for the target as well as the acquiring shareholders therefore creating a synergy with positively correlated gains for both groups of the shareholders 3 . Synergy factor exists if the two combined firms have a greater return than the two individual firms owing to reasons such as improvements in efficiency and increase in market power for the merged or acquired firms. One of the most frequently stated synergies with respect to Mergers and Acquisitions motives is the operating synergies in terms of economies of scope and economies of scale, for instance, ability to offer a wide range of products. Other kinds of synergies are financial synergies assumed to exist under the neoclassical theory, has to react accordingly to these changes to improve the performance of the firm. For instance, if a new technology is introduced in the market to which a given firm does not have access, Merger or Acquisition between this company and the other one with this technologic expertise might create positive synergies.
Behavioural Theories
Behavioural theories can be categorized into agency motives and Hubris motives. In agency motives, managers are assumed to be rational but they do not represent the shareholder's interests and in Hubris motives managers are assumed to be non-rational. The problem arises under the agency motives because managers do not behave in a way that maximizes profits for the shareholders. As described by Jensen and Meckling (1976) , the agency problems can arise due to managers that own a small amount of the shares of a firm and others owners do not own a larger enough share of the company to have an incentive to monitor the behaviours of the managers. In hubris motives, manager's non-rational behaviour or over confidence about the expected synergies resulting from mergers and acquisitions might lead to an overpayment of the target firms. As a result, the acquirers overpay for the target firms and realize negative profits whereas stockholder of the target banks witness value creation.
Therefore, because of these problems managers might behave in a manner to increase their own profits instead of those of the shareholders. For instance, to avoid the control loss that could deprive them of the private benefits, they might have to agree to a low premium offered in trade for a share in merged company. Resultantly, in this case it might result in the decrease of the profits of the shareholders. On the other hand, management might be more interested in paying out surplus cash flow to shareholders because it will decrease the control of resources of the management and they will not, therefore, engage in takeover activities which might not even maximize the profit for the shareholders. Another behavioural theory states that managers will expand the size of the firm by engaging in the activities such as Mergers and Acquisitions and therefore increase their personal compensation that might be attached to the firm size.
Risks
Several arguments surround the risk behind the Merger and Acquisition deals. There are also certain risks involved in the Merger and Acquisition deals. Sharma (2009) elaborated that operating risk is involved in these types of deal owing to the fact that it is difficult to incorporate technical systems, personnel culture as well as practices with respect to remuneration resulting in the loss of personnel and customers. Risks are more in cross border deals in comparison to domestic deals. This is because cultural differences, foreign exchange risk, accounting regulations and perception of foreign clients in terms of deals add further difficulties. Lastly, other considerable factors of risks are the reputation risk which is a result of potential failure of the target bank causing the reputation of the acquirer bank to deteriorate and the strategic risk that is a source of misjudgment by the management of the acquirer bank with regard to the scope of the deal and the quality of the acquiring bank.
Efficiency of Mergers
The Conventional Wisdom
Caves (1987) observed that acquisitions always entail a large amount of gains for the shareholders of the target firm over the market value of the firm. Author stated that mergers tend to create value, are economically efficient and socially desirable. According to Agarwal (2007) , it is difficult to assess the mode of success of a merger and whether it has been a success. Author further stated that estimates illustrated that about 80% of the mergers do not meet their financial targets, producing lower returns than it was expected and higher than the expected cost and about 50% of the mergers and acquisitions are failures. A crucial time period that determines the success or failure of a merger deal is the way in which the transition in the company is handled in the initial months. It also depends on the way employees of the target company assess the corporate culture of the acquirer and compare it with their culture. Furthermore, when firms are in the same line of business merged together, they have a better success rate in comparison to those companies that merge together in different sectors, the main reason being expertise, ease with which knowledge is transferred and economies of scale.
Diversifying Mergers
Caves (1987) explained that value of diversifying mergers lies in the managerial efficiency. Managerial efficiency and full use of resources and assets are the bases for the productivity of the mergers that are consistent with efficient capital markets and behavior that leads to wealth maximization. Mergers and Acquisitions might also result in financial efficiencies. For instance, firms may expand their earnings by acquiring other firms with dissimilar streams of earnings. Diversification in terms of earnings may decrease the variation in the profitability, leading to a reduction in the risk of bankruptcy. On the other hand, Caves (1987) stated that management of the acquirer might not succeed in maximizing the expected value, either because other motives dominate their preferences or it might be because an unrecognized bias inhibits their efforts. Event studies have found out that the market valuation of the target company declined for a time period prior to an acquisition. Therefore, negative abnormal returns could also be a result of disturbances such as financial crisis, faced by management that lower the expected profitability of the firm's resources, but in the ways that are remediable through consolidation with another company. According to Caves (1987) , another explanation lies in the arbitrage, that is, acquisition is one way to acquire real assets when the share prices of the target firms are low.
Tax Benefits
Pautler (2003) explained that prior to the mid-1980s; there has been considerable reduction in ISSN 2162 -4860 2013 www.macrothink.org/ber 94 tax benefits associated with mergers and acquisitions. However, the empirical evidence with regard to these benefits implied that they were not a major factor of motivation for the merger activity. Pautler (2003) further stated that the acquirer might preserve the net operating loss and other attributes of tax of the target firm, resulting in the tax liability reduction. If the acquiring firm and the target firm belong to the same line of business with applicability of different income tax rates, the acquirer might get the benefit from these differentials. In comparison to an asset acquisition, a merger does not create any issues of value added tax and business tax.
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Reasons of Failure
Acquirers are generally of much larger size than the target firms and proportionally large size of the acquirer resulting from a merger of the target firm does necessarily indicate that it be a source of significant positive value to the acquirers. The main reason for the significant amount of failures lies in the attempt of the firms to merge their different identities into a single one. Agarwal (2007) observed that each merger differs from another, but they can be differentiated by some general rules that highlight the mistake of the companies and indicate the factors of success. When an acquirer plans to merge or acquire another company, the underlying idea is the corporate match and not a strategic objective. According to KPMG 2003, firms that merge mainly because of the corporate aims and not strategic objectives are more likely to face with the problem of conformity mismatch. Also, firms should focus more on cost reduction instead of focusing on development of the firm as a whole. Moreover, there lies a problem of inefficient communication. Efficient communication from the management provides an opportunity to retain key employees and also to attract the new employees.
According to Agarwal (2007) , following are the reasons of the failures of merger and acquisitions:
Flawed Strategy and Objective Clarity
The strategic plans play a vital role in mergers. A business strategy is not enough to meet the expected plans and it might not be suitable for the target company. A good strategic analysis before a merger is important but it does not guarantee a success of a merger. The objective of the merger or an acquisition should be unambiguous and it should define that whether the acquisition or merger has a motive of value creation or it is increasing the shares in the market. KPMG (2005) survey found out that the respondents did not have a clear idea about the motive of the merger or acquisition and had different perceptions about it.
Pre and Post Integration Planning
Banks or firms are sometimes not able to keep their credibility up to the mark and have to face problems during the process of integration, especially from the different departments of the target firm. When the integration plan is made for the company; it is so rigorous that it does not take into account the ground realities when the process starts.
Cultural differences
The cultural difference between the firms is one of the main reasons for the resistance to Business and Economic Research ISSN 2162 -4860 2013 management integration and communication in the workforce that further leads to uncertainty. This is generally observed in the cross border mergers and acquisitions. Cultural differences reflect the manner in which decisions are made between the firms. The acquiring companies do not stress more on the communication process and therefore, are not able to allay the anxieties of personnel of the target company. The slack attitude and lacking self motivation of the acquired company also plays a vital role in the failure of the merger. Such problem can act as an inhibitor at the time of increasing the value of stock holders.
Lack of Experience and Knowledge
Lack of experience and knowledge can lead to a poor audit before acquisition. Overpricing can also be one of the problems as sometimes the acquirer pays an excess premium to the target company. Lack of experience might lead to a loss of valuable time and thus synergies are lost.
Over-optimism
Agarwal (2007) stated that sometimes being over optimistic about the market conditions also results in the failure of merger deals. Management usually makes an attempt to discuss only the positive factors of the deals in order to win the votes of the shareholders to accept the overpriced deal.
External Environment
The external environment in the economy that surrounds the deal is quite complex and has to be scrutinized carefully before a merger or an acquisition. Different countries have their own criteria and it might be multifaceted. Most of the times the acquirer forgets to observe these factors and therefore, have to face difficulties while taking into account the regulations. Berger et al. (2004) 5 studied the dynamics of market entry for the mergers and acquisitions.
Banking Industry
Their findings suggest that mergers and acquisitions are associated with the probability of entry into the markets of merger and acquisitions. Mergers and Acquisitions of the present firms should be incorporated in the future models of entry in industrial organization as well as banking research. The efforts should be put in evaluating different external effects of Mergers and Acquisitions on the behavior of the different market participants. The firms' responses with respect to prices, locations and product mix could be inclusive in the future industrial organization research. Authors suggested that the effects of Mergers and Acquisitions on deposit and interest rates, quantities of loans, distribution of deposits in different regions, and location of bank branches should be focused. Morris (2004) explained that the industry that has gone through fundamental transformations over the past 30 years is the banking industry. These transformations take into account both the changes in the social structure of the banks and the behavioural changes of the banks with respect to these changes. During this time period, banks had to compete with the competition around the globe and the financial crisis of the 1970s and 1980s. Resultantly, banks have undergone the process of Mergers and Acquisitions that has changed their corporate structure significantly and they are more focused on the assets in the industry. Over the past 30 years, banks have acquired other banks and they have also merged with other banks and also other financial intermediaries to save them from bankruptcy. Focarelli et al. (2002) 6 stated that the financial industry is being evaluated financially at an increasing pace in the current era. Firms have responded to the tough competition by reducing the costs and growing in size, increasing scale of operation, often by merging with opponents or by acquiring them. Inaccessible by protective regulations, banks are one of the most active players. Innovations with respect to technology and a systematic deregulation have provoked a wave of mergers in the banking industry around the globe, initiated in the United States and reaching Europe. The authors analyzed that a higher percentage of revenue is generated by services provided for mergers. In acquisitions, return on assets i.e. profitability of the buyer is affected positively. This could be owing to the fact that acquisitions are made by banks which have a strong position in the market and have a higher ratio of loans with respect to financial assets. This implies that banks' main point is lending. Lastly, they have a lower net balance from interbank market. Focarelli et al. (2002) further elaborated that their results contradict those of Hadlock et al. (1999) 7 who concluded that return on assets is not a considerable predictor of acquisitions.
By analyzing the mergers and acquisitions individually, results are found that are consistent with the hypothesis that increasing revenues resulting from the financial services is a strategic goal for mergers whereas enhancing the quality of the portfolio of loans of the bank is the main objective for acquisitions. A merger is required when selling of more services is involved. For mergers, the augmentation in non-interest income, counteracted by elevated labor costs in the initial years, a raise in the lending activity and a more well-organized utilization of capital boost up the profitability. For acquisitions, the increased profitability for the banks that are acquired is associated to the enhancement in the value of their loan portfolio. Focarelli and Panetta (2003) observed that the unparalleled mergers analyzed in the current era are changing the corporate scenario. Consequences of short run mergers and long run mergers differ from each other. Authors stated that in the short run, mergers lead to an increase in the market power that is not favorable for the customers. In the long run, the rate on deposits of the banks involved in in-market mergers rise and mergers which do not change the market worth of shares of the bank have no affect on deposit rates in the short run. They further stated that deposit rates increase only when banks are successful in the cost reduction. In contrast, the changes in the rates are not because of the alteration in the quality of services.
According to Focarelli and Panetta (2003) , there are a number of ways in which Mergers and Acquisitions can increase the effectiveness worldwide. First, the bigger firms that are a result of mergers and acquisitions might gain an access to technologies that are cost saving or stretch their fixed costs over a larger area thereby resulting in the overall cost reduction. The gains from efficiency can also be gained from the utilization of economies of scale: the contract might permit the merging firms to step into new markets and sell their products to a wider ISSN 2162 -4860 2013 www.macrothink.org/ber consumer base. Lastly, this also might enhance the managerial efficiency. On the other hand, the fact that the firms which are merged become more competent does not necessarily indicate that their efficiency gains are transferred to the customers through the reduction in price level. Mergers and acquisitions might increase the market power which leads to the increase in prices and decrease in the levels of activity. Focarelli and Panetta (2003) explained that effects of Mergers and Acquisitions on prices depends on many factors for instance, the ease with which the competitors enters the markets, geographical scale of the markets, etc.
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Cross-Border Mergers and Acquisitions
Neary (2005) explained that cross-border mergers are an important fact in the world economy. They constitute most of the foreign direct investment. They also comprise of an increasing proportion of all the mergers. In addition, the author mentioned that other evidence suggests that cross border mergers coincide with market integration and trade liberalization. A research study by the European Commission stated that cross border mergers were leading form of adjustment by firms in Europe to the extension of single market in European Union. Neary (2005) explained that efficiency can be gained from number of sources, for instance cost savings through transferring technology internally, economies in the use of assets of firms or the combination of pricing and marketing decisions on differentiated products. Conversely, mergers may also increase costs, because different production structures and different corporate cultures have to blend in together. Author concluded that the model he used, predicts that trade liberalization encourages the waves of cross border mergers. Furthermore, another empirical prediction was the absence of extra cost charges; pattern of cross border mergers which is a result of integration of market is of comparative advantage, in a way that low cost firms tend to acquire high cost foreign rivals. As a result, model also predicts that cross border mergers and exports are both complements and not a substitute to each other. Lastly, the model shows that cross border mergers tend to decrease the factor demands and put less pressure on the returns to the productive factors.
According to Mody and Negishi (2001) cross border Mergers and Acquisitions in East Asian countries increased sharply from $3 billion in 1996 to $22 billion in 1999 and falling slightly to $18 billion in 2000. These mergers and acquisitions involve more than 50 percent equity owned by foreign investors. In comparison to other East Asian countries, a significant number of cross border Mergers and Acquisitions deals involved investment in Malaysian firms prior to the East Asia's financial crisis in 1997. In Indonesia, Mergers and Acquisitions were traditionally limited but later between 1998 to 1999 they doubled to reach $2.7 billion. Resultantly, cross border Mergers and Acquisitions have accounted for an increased share of foreign direct investment flows to East Asia. The share of foreign direct investment in East Asia rose from 6 % to 13 % from 1993 to 1997 and later, it increased further to 30 % in 1999 8 .
Stock Price Reaction: Theoretical Arguments
According to Athanasoglou and Asimakopoulos (2009), the ultimate target for the management of the firm is to maximize the value of shareholders for companies having shares 8 Source: Thomson Financial Securities Data ISSN 2162 -4860 2013 www.macrothink.org/ber 98 listed on the stock exchange by reflecting it in their stock price. Authors further elaborated that any announcement of a merger or an acquisition deal between banks attracts the investors and shareholders of the bank as it gives them a chance to check the validity of the following two hypotheses:
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"The information hypothesis": According to this hypothesis, the management team of the acquirer bank wants to proceed with the respective deal because they might be aware of the fact that the value of the target bank is underestimated.
"The inefficient management hypothesis": This hypothesis states that target bank is obligated to either make moves to improve the bank's operations in order to make it more efficient and therefore, prevent the merger or acquisition, or to allow the acquirer to acquire the bank.
Athanasoglou and Asimakopoulos (2009) further stated that, however, a deal does not necessarily always imply that the aim of the management is to maximize shareholder's wealth. If the utility function of the acquirer is increasing proportionately to the scale of the bank, it is possible acquirer bank will proceed with the deal to derive the benefits without taking into consideration the total cost involved which might be higher than the total worth of the target bank.
The announcement of a Merger or an Acquisition deal is expected to lead to one of the following changes:
Shares of the Acquirer Bank:
Athanasoglou and Asimakopoulos (2009) analyzed that there is a positive reaction in terms of share prices when a deal involves those banks that offer same services and are active in the same market. A negative reaction is observed when it is perceived that a deal serves only the personal interests of the acquirer management instead of the interests of the stockholders.
Shares of the Target Bank:
Authors further observed that a positive reaction is witnessed when investors feel that the share prices of the target bank are undervalued. The same can also happen in a case when management of the target bank is inefficient and therefore, the acquisition will result in attempts to improve the organizational structure of the bank as well as its operations which in turn would lead to improved performance.
Empirical Evidence on Stock Performance on Announcement of Acquisition
Jensen and Ruback (1983) stated that based on the empirical findings, the shareholders of target firms make significant profits whereas the profits of shareholders of the acquiring firms were almost zero. However the facts with regard to the return of the shareholder of acquiring firms were less consistent and more dependent of the span of the event window so that the abnormal return identified for acquiring firm shareholders increased if the event window is expanded. Another study by Moeller et al. (2005) 9 found that the aggregate abnormal return ISSN 2162 -4860 2013 of the shareholders of acquiring firms had been 1.1% over that specific time period but owing to small number of takeovers that created unexpectedly large losses, the loss from 1991 to 2001 to the shareholders was approximately $216 billion. Therefore, positive abnormal return cannot be inferred as the acquiring shareholders have not essentially gained from the acquisitions. Further analyzed by the authors, "acquiring firms shareholders lost 12 cents around acquisitions per dollar spent on acquisitions for a total loss of $240 billion from 1998 to 2001, they lost $7 billion in all of the 1980's or 1.6 cents per dollar spent" (Moeller et al, 2005) . The cumulative dollar loss from 1998 to 2001 of the shareholder of acquiring firm was large because of a small number of acquisitions with less synergy gains by firms which had high valuations. If these acquisitions did not happen, the wealth of the shareholders of the acquiring firms would have increased. According to Moeller, et al. (2005) , firms that made these acquisitions with a significant amount of dollar losses did not perform well afterwards. Mueller (1985) elaborated that over the last century, mergers have altered the corporate landscape. An examination of the 1000 biggest manufacturing companies of 1950 discovered that 384 companies had merged with other companies by 1973. Smiley (1976) and Mandelker (1974) stated that firms that were acquired had below average stock market performance preceding to their acquisition. These below average stock market returns may depict the decrease in market shares that is recorded following a company's acquisition. If this holds true and if the bad management precipitated the acquisitions, then the new management has not performed good as compared to the old management in improving the performance of the company as measured by comparing the market share to the similar but non acquired companies. Dewey (1961) explained that mergers occur to save the firms from bankruptcy. Firms that were acquired between 1950 and 1972 might have suffered greater loss in market shares had they not been acquired. Author's result implies that mergers cushion a company's fall; they do not modify its route. Mueller (1985) concluded that the relative loss in the market shares for acquired companies is very large that it is hard to believe that rates of returns on assets did not decline for the same companies as compared to the control group firms. Author found out mergers reduce the profitability of the merging companies. Lambert et al. (1989) 10 found that acquisitions which increase the total stock return are in larger number comparatively. In addition, from examining the stock return performance of the companies that are acquired on that date when the merger was announced and was approved, there was no indication that risk reducing mergers tend to occur at expense of the shareholder wealth. Bild et al. (2002) 11 mentioned that there are several reasons why the reaction of stock markets at the time of merger announcement may not reflect whether the merger or an acquisition has a positive impact on fundamental estimation or not. A merger announcement is a source of information that is reflected in the stock price of the acquiring company. Information also includes the identity of the acquiring bank, the payment methods and information on the event itself. According to Bild et al. studies have shown that acquirer banks that use stock as the method payment experience lower returns as compare to those using cash as a means of payment. The explanation behind this empirical finding is that the acquirers offer ISSN 2162 -4860 2013 www.macrothink.org/ber 100 stocks to other firms when they are overvalued in the stock market. Conversely, when a firm undertakes a new project with a positive NPV (net present value), the market value of the company will be affected, depending on whether the NPV meets the expectations. Expectations will be built into value if a firm is expected to get involved in projects with high positive NPV. Even if the new projects that are undertaken by firm have a positive NPV, there might still be a drop in value if the NPV does not meet the high expectation of the stock exchange.
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Conclusively, shareholders may experience significant wealth effects in mergers and acquisitions. Mergers and acquisitions are essentially targeted towards improving profits and productivity of a firm. Simultaneously, the purpose is also to cut down the expenses of a firm. However, mergers and acquisitions are not all the time successful. Sometimes, the main objective for which the process has taken place loses focus. The success of mergers and acquisition is not dependent on only one factor; in fact it is determined by a number of factors. Studies have suggested that Mergers and Acquisitions might have some economic impact on the shareholders. In case of a purchase, the shareholders of the acquired company are benefited from the acquisition because the acquiring company pays a large amount for the acquisition. Conversely, the shareholders of the acquiring company might have to face some losses after the acquisition owing to the premium of the acquisition and the cumulative debt load.
Context
Banking Mergers and Acquisitions in Europe
White (1985) stated that one of the significant developments in the 1920s in the banking sector was the merger movement. Thousands of consolidations of banks created new giants and also helped in the speeding up other changes in the industry. Mergers facilitated commercial banks to expand more quickly into investment banking and helped in the reduction in the number of weak rural banks. Rockett (1998) explained that during 1970s and early 1980s, many banks and savings were formed for a number of reasons. In some of the cases, banks were viewed as a symbol of status and other opted banks for reasons such as to benefit their business. On the other hand, some invested in banks to receive returns on their investments. A sequence of developments in the mid 1980s caused rapid changes in the banking sector. In the late 1970s, all the Americans looked for ways to increase the earning of their savings because of the high inflation. Banks, because of regulation, were unable to act in response and mutual funds as well as brokerages started substituting banks as the guardians of their savings. Commercial banks survived these moments but the severe recession of late 1980s and early 1990s struck them. During this time period, weak banks required stronger institutions as their acquisition partners. Banks sought reasonable exit strategies through mergers. Therefore, this resulted in the commencement of merger trends that are still continued today.
Since the late 1990s, banks and other financial firms in Europe have been rushing into mergers and acquisitions in an attempt to compete in the increasingly global marketplace. It was United Kingdom that witnessed some significant Mergers and Acquisitions in European banking in the 1990s. Royal Bank of Scotland acquired National Westminster after it had to suffer from huge losses from options at stock market. Some of the other deals were acquisitions of Midland Bank by HSBC and of Abbey National by Santander. In France, Banque Nationale de Paris had According to Rockett (1998) , one of the specific trends that have created a market of Mergers and Acquisitions is the expansion of financial services. The main aim of the banks is to expand in terms of their revenue sources and to get involved in the businesses that are less capital intensive. Acquisitions, like Nationsbank take-over by Montgomery Securities or purchase of Robertson Stevens by Bank of America, improved their income by diversifying into financial services products via acquisitions of investment banking companies. Furthermore, Rockett (1998) explained that banks are investing more in leasing companies and consumer finance companies to seek loans that can be further packaged and placed in the secondary market. From the perspective of a banker, these types of acquisitions have the advantage of adding to earnings while greatly leveraging the capital of institution that provides a greater return on equity.
As described by Rockett (1998) , another factor that is prevalent in mergers is the mergers of banks of similar sizes with strategic visions. Factors behind these dealings are the social issues and they are identifiable owing to the fact that there is an absence of significant merger premium. Such type of dealings tends to create greater liquidity for the stock of the institutions that are merged and create more savings in terms of cost. An example of 'a merger of equals' is the merger of Banco de Oro with Equitable PCI Bank in 2006. Another trend in the bank mergers is the double-dip. The Author explained that concept of the double dip is the selection of the target of a merger partner based on the idea that acquiring firm will be acquired itself. In this case the target will initially get a premium for its sale to the acquirer and then an additional merger premium would be received when the acquirer is sold out. "An example of the double dip was California Bancshare (CBI), a holding company that had come into being through the acquisition of 11 independent banks" (Rockett, 1998) . Rockett (1998) further stated that market has recognized these trends of mergers and has rewarded banks in terms of their stocks accordingly. Some of the stocks were examined and viewed as good options because they added to their cash flows through successful mergers. The stocks, in the market, of the acquiring bank have been inflated. Consequently, it is less expensive for the acquirer to pay a higher premium for the target firm or bank with the help of the inflated currency. Rockett (1998) explained that at that time stocks of banks were being traded in the stock market at the highest multiples and stocks of the banking companies are trading at an average of 2.5 times their carrying value and 20 times their earnings. 
Case Studies
Barclays Acquired Lehman Brothers
Lehman Brothers Holdings was established in the year 1850. The company was one of the leaders in global finance. The activities of the company mainly revolved around the underwriting of debt and equity, advice on mergers and acquisition and banking activities that included equity and debt research, mortgage banking, lending of securities, etc. DePamphilis (2009) stated that the credit crisis of 2008 forced Lehman Brothers to seek protection from its creditors. Lehman Brothers had planned to restructure their operations, improve their performance and reduce the overall cost structure. Top executives proposed to sell a majority of the firm's investment management business and the firm had also explored the deal of its broker dealer operations, that is, a business of trading of securities and broker network. Conversely, with the loss of confidence in the capital markets and Lehman Brothers, the firm was not left with many options. Lehman Brothers Holdings, Inc. (LBHI), a holding company, 
Carnegie Bank Took over HQ Bank
Koch (2009) 1,161 million. There was an increase in all business areas in comparison to year 2010. Pre-tax profit was approximately SEK 603 million whereas the capital ratio amounted to 20.1% by the end of year 2010. The acquisition of the HQ Bank took place when it was undergoing the process of liquidation and was closed during the week prior to the acquisition. According to the Koch (2009) , the uncertainty that prevailed before the acquisition resulted in a number of customers of the HQ Bank requesting to transfer their accounts of deposits. When Carnegie Investment Bank took over, all obligations to the customers of HQ Bank were assured. President of the Carnegie Holding, Lindelow, stated that the first phase of the integration turned out to be successful. The new acquisition has assets under management totaling more than SEK 110 billion. The original Carnegie Bank also continued to show an upward i.e. positive trend in their profits.
Sovereign Bank Acquired by Banco Santander
Banco Santander is a financial services group in Spain. (Espinoza, 2008) . Blumenthal (2008) reported that initially Santander, Spain's largest bank, owned 24.35 percent of the Sovereign Bankcorp and later it bought the remaining 75.65 percent for $3.81 dollar per share which was reported to be a closing price of the acquired bank. The Spanish bank took into account that Sovereign Bankcorp was acquired according to the book value and expects it to show an upward trend in earnings per share by the year 2011. Peston (2008) , the reason behind the facilitation of takeover by government was that the depositors and lenders of HBOS were withdrawing their deposits from HBOS after all the downward pressure on HBOS's share prices. The government had to step in to prevent further turmoil in the financial system as it was evident that HBOS was in a difficult position. While the size of the new acquisition triggered worries in terms of competition, the government supported the deal since it would help in the maintenance of the stability of the banking sector. Resultantly, Goldman Sachs cut out HBOS from its buying list of European banks. Author further stated that after the acquisition, Lloyds banking Group faced a loss of 4 billion pounds in the first six months after the acquisition and after they wrote down the value of assets of HBOS. The assets were even worth less than it was initially thought. Lloyds is the one of the biggest retail banks in the United Kingdom and now 43% of its share is of the taxpayer, after it announced a loss of 13.4 billion pounds, primarily because of the bad debts following an acquisition of HBOS.
Lloyds TSB Acquired HBOS
Data
Data Sources
20 Currency: Pound Sterling ISSN 2162 -4860 2013 www.macrothink.org/ber All the deals of Mergers and Acquisitions have been gathered from database Thomson One Banker. The total number of available merger deals in Europe is 1020. Of these, 18 deals were chosen between year 2001 and 2010 to narrow down the sample size. The research focuses on the firms acquiring other firms in Europe only. The second criterion taken into consideration is that only those Mergers and Acquisitions that have been completed and the firms have acquired a final stake of 100% in the target company. The third criterion set is that there has to be 30 days or more between announcement date and effective date, the date on which merger took place, for the respective Merger or Acquisition. For the acquirer companies as well as for the target companies, share prices were collected for 120 days for the estimation of parameters. The fourth criterion set is that only Mergers or Acquisitions in the banking sector are included. Furthermore, banks that are included in the sample were not engaged in more than one deal during the year in order to segregate the information content of specific deals. It also restricts the sample requiring both the acquirer and the target bank to have their shares listed on the stock exchange. As for share prices of the companies, the criteria followed was taking the availability of daily prices into account. Daily share prices were extracted from Data Stream.
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The reason behind the extraction of data with respect to the announcement date and not the effective date is owing to the underlying assumption of efficient markets that states that the stock prices change immediately after the announcement of a Merger or an Acquisition. Deals that have only announcement dates but are still pending are excluded from the dataset. Firms that have rumor dates apart from the announcement dates are also excluded from the data set because the potential shift in prices already would have happened at the rumor date as the hypothesis states that any information will be absorbed in the prices instantly after the deal has been announced. The rumor date would create biasness in the estimation of the abnormal returns because the potential shift in prices will then lie in the period of estimation instead of on the event day. Resultantly, any considerable effect from the event would be diluted.
Weaknesses of the Data
In order to test the hypothesis that the CAR (cumulative abnormal return) for the firm's securities is 0, it is necessary to collect daily returns on the securities of the target and acquiring banks over specific time period. The problem with finding the data was that the stock prices of target banks or acquirer banks were not always readily available. Thus only those banks were incorporated in the data set whose security prices around one year of the announcement of merger are available. Moreover, Sharma (2009) suggested that ideal model would incorporate daily returns of a value weighted bank security index, index whose securities are weighted in accordance with the total market value of their outstanding shares, for the determination of abnormal return of the merging bank's stocks over and above that of the value weighted index of stocks of banks.
In order to take macroeconomic changes into account, historical daily returns of the FTSE100 were incorporated. Based on the assumption that markets are semi-strong efficient and they incorporate all the information that is publicly known, any changes with respect to macro economy will be included in the closing values of FTSE100. The variables like abnormal returns would incorporate the announcement dates of mergers individually for every Economic Research ISSN 2162-4860 2013, Vol. 3, No. 1 acquisition in the data set so as to determine the various window dates for the acquiring banks. However, determination of event windows that accurately captures the effect of announcement depends on how quickly researchers think information leaks out. Another drawback is that the dividend payments are not taken into account during these 120 days for the estimation of value creation for shareholders.
Data Sample
In Table 1 the overview of key information of the selected mergers in the sample has been given. The sample covers European countries such as Germany, Spain, Denmark, Italy, Greece and United Kingdom. From the data set, it can be seen that mergers vary in sizes from small ones like Landesbank Berlin, Max Bank to big ones like Lloyd TSB Group PLC, Santander Hispano etc. Graphs (Appendix 2) show the variations in the share prices of all the acquirers and target banks 30 days before and after the announcement period. In some of the graphs, for instance, National Bank of Greece (Graph 9), Finansbank (Graph 27) etc the stability in the share prices can be observed. In other graphs, like Santander Central Hispano (Graph 10), Danske Bank (Graph 11) etc, continuous fluctuations can be seen in the stock prices with a significant fall in share prices after the announcement date. Some of the banks like Deutsche Postbank (Graph 26), Rheinische Hypothekenbank (Graph 34) have performed badly after the merger announcement whereas banks like Bayerische Hypo-und Vereins (Graph 17), Northern Bank (Graph 29) performed well after the merger announcement. Banks like Banco Guipuzcoano (Graph 19), HBOS (Graph 24) witnessed significant fall in share prices throughout the period. Table 2 gives an overview of the mean values of prices for the acquirers 30 days before (-30, -1) and after (+1, +30) the announcement of the merger. It can be seen from table 2 that average share prices of banks such as Banco de Sabadell, Max Bank, DiBa, have increased after the merger announcement whereas average stock prices of banks like Barclays, Lloyds TSB Group, Santander Central Hispano, etc have decreased, implying that they did not perform well after the announcement of acquisitions.
It can be seen from Table 3 In the event study, equity returns are analyzed rather than the share prices. Therefore, Table 4 provides the summary of properties of returns for the acquirers. Some of the banks experienced average increase in share prices and on the other hand, some observed an average decrease in stock prices in the sample period. For instance, it can be seen that, in the case of Banco de Sadabell SA, on average per day share price increased by 0.2% which corresponds approximately to 75.32%23 increase in one year. Comparatively, share price of Santander Central Hispano SA decreased by 10.5% in one year. From the table we can see, the maximum loss in the share prices was witnessed by Deutsche Bank i.e. 16.5%. The maximum daily return in the equity prices in acquirers can be observed in the case of Deutsche Hypothekenbank i.e. 16.23%. Standard deviation depicts how much dispersion there is, in the data set, around the mean value. The highest standard deviation is of Lloyds TSB Group i.e. 0.053342 depicting the maximum deviation from its mean. In other words, we can say that the equities of Lloyds Bank were the riskiest. Table 5 . In Table 5 properties of returns of target banks are summarized. Share prices of target bank like Standard Life Bank jumped by 55.93% in one year. On the contrary, bank such as Banco Guipuzcoano experienced a decrease in share prices by 42% in one year. The maximum daily return in the stock prices was observed by Alliance & Leicester Bank with 52.779% and HBOS faced the maximum loss on their equity prices i.e. 41.542%. The most volatile returns were on the equities of Wuerttembergische Hypotheken Bank with the amount 0.2036%. Table 6 gives an overview of R-squared value of target companies as well as acquirer companies. It was calculated by regressing returns on shares of each of the banks on the market index. R-squared value shows how closely returns of individual stocks are related with the market index. A low R-squared value of banks, for instance, Max Bank, Skaelskor Bank, Entrium Direct Bankers, etc shows that there is no significant relation between the portfolios i.e. returns on shares prices and the market index. On the other hand, a significant relationship can be observed in the case of Banco de Sabadell between share prices and the market index since the value is closer to 1 i.e. 0.60278163. ISSN 2162 -4860 2013 
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Methodology and Empirical Results
The Event Study Approach
The analysis that is conducted on the data set is an event study with a relatively standard methodology. The event study methodology is used to examine the returns that are derived from the stock prices of the firms before the announcement as well as after the announcement of a merger and acquisition. The abnormal return depicts the part of the return that is not predicted by the market index and is, therefore, an estimate of the difference in firm's value due to the event. The predicted return is the return that is expected if no merger announcement event took place. The firm's beta, that represents the sensitivity of the stock returns with respect to the market index, is measured over an estimation period of 60 days prior to event window and the abnormal return is measured over a period of 30 days before and after the announcement date (event window of 61 days and announcement date is designated as day 0 in event window) following Brown & Warner (1985) .
Day 0
According to Halpern (1983) , the announcement date is the most appropriate date to gauge the impact of an event. If information leaks before this date, abnormal returns that are generated by the merger would be observed before the event date. Halpern (1983) further stated that at the date of announcement, the stock prices of the acquirer firm will adjust accordingly to reflect the probability of the success of the deal, the profitability of the merger and the time period required to conclude the merger. The event study methodology has been found to be consistent and accurate when quantifying any corporate event. Day 0 depicts the first trading day when the news of acquisition or merger reaches the market. Accurate information of this day is important in order to observe the reaction of stock market to unexpected information. In this case, the date of announcement has been set after the effective information is released and the market would have accommodated the shock. Deals in the data set that are examined in this study records the announcement date.
Estimation Window
A few days around the date of announcement are included in the estimation and the event window because it is not sure that the day 0 was chosen correctly. Estimation window is used to obtain the parameters of the market model in order to calculate expected return on equities when there was a merger announcement and when there was not a merger announcement.
In order words, pre-event time period i.e. from -89 to -31 is an estimation window. MacKinlay (1997) suggested that in this way, one can take information leakage, slow market reaction and effects of end of trading days into account.
Estimation window Event window
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Event Window
The event window shows the number of days over which we are supposed to measure the possible abnormal returns that are caused by the event i.e. merger or an acquisition. The theory of the efficient market hypothesis stated earlier suggests that any change in the security prices caused by the event will be observed immediately owing to the rational behaviour that talks in the favour of short event window. The long window could result in the risk that might dilute the possibility of finding any considerable empirical evidence. On the other hand, if the event is too short, there might be a possibility that we do not observe the effect of the event if the information is available after the closing of the market and therefore, it fails to reach the public until the next working day or if the information is leaked out the day before the date of announcement and therefore, it can cause the effect on the day before the event day. To make sure that these possibilities are taken into account, the event window is set to 61 days that contains the announcement date, 30 days prior to it and 30 days after it.
Structure of an Event Study
Halpern (1983) stated that a merger or an acquisition might alter the underlying risk of the acquirer's assets and this affects the systematic risk of the shareholders of firms. An analysis of regression was performed in order to compare the actual daily return for each firm to the daily return of the market. The return on the shares of firms represents the dependent variable and the FTSE100 return is the independent variable in the equation. The regression covered the preevent time period i.e. from Day -89 to Day -31, to find the value of alpha and beta. Alpha denotes the value of intercept and beta represents the slope coefficient.
A key assumption underling this event study method is the hypothesis that prices of the stock market immediately and fully incorporate all the available information i.e. market efficiency hypothesis. Resultantly, the announcement of a Merger or an Acquisition deal leads to a rapid adjustment of the share prices that are related to this event. In order to assess the significance of the adjustment of the share prices, market return model is used. The differences in the actual returns of the acquirers and targets relative to the predicted return would be calculated over a specific period of time before and after the announcement of the merger. This would help in analyzing whether the merger announcement causes the return of the firm's security to perform differently as compared to the situation without merger announcement.
The holding period return for the acquirers, target firms, R, and for the market, was calculated using the following formula:
Where represents the closing price of the current day and depicts the closing price of the previous day.
=( -)/
Where is the market closing price of the current day and is the market closing price of the previous day.
Calculation of Abnormal Returns
For a given stock, the abnormal return in each of the trading days around the announcement time is defined as a residual.
The abnormal returns on the securities i in the period t is as follows: = --Where and are the coefficients estimated by the market model. In the derivation of the abnormal returns, researchers tend to separate the pre-merger period from the post-merger period in order to calculate the parameters of the market model. Therefore, these parameters are used in the abnormal return calculation process for the time period that is under consideration. ISSN 2162 -4860 2013 
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Calculation of CAR
Average abnormal returns were calculated from the time period -30 to +30 days by taking an average of all abnormal returns across all acquiring or target companies, respectively: Avg_AR= sum of the abnormal returns/number of companies (18) Cumulative abnormal return (CAR) was estimated by adding average abnormal return (Avg_AR) from each day from -30 to t days.
t-Test
A t-test was performed to show that the abnormal return values statistically differ from zero. Null hypothesis states that abnormal return for the specified event window is equivalent to zero. McKinlay (1997) mentioned that t-test is referred to as the standardized value of CAR (cumulative abnormal return).
In other words, the Hypotheses that is tested is as follows:
: Banking mergers and acquisitions do not have a positive or negative effect on value of banks : Banking mergers and acquisitions do have a positive or negative effect on value of banks The implication of null hypothesis is that the event has no significant effect on the distribution of the stock returns. If the null hypothesis is not accepted, it can be concluded that the acquisition announcement produced new information and on the basis of market perceptions, the acquisition created or destroyed the value to the firm.
Empirical Results
The Cumulative Average Return, shown in Graph 37 and Average Abnormal Returns, shown in Graph 39 display the fluctuations in return on equities of banks. Series 1 represents the returns of Acquirers and Series 2 represents the returns for the target banks. These graphs depict the relationship of Average AR and CAR to time, specifically the day 0 i.e. announcement date. Table 8 provides the summary of calculated values of AAR and CAR of acquirers and target banks.
By looking at Graph 37, it is evident that merger announcement had an impact on the stock price for a very short time on the target banks, being above 0 until about day 4 and then decreasing with time. On the contrary, it is obvious that announcement of merger had a significant impact on the share prices of acquirers, following an upward trend consistently with a fall in share prices at around day 16 but still above 0 yielding positive returns. It shows that market was optimistic in terms of acquirers. Therefore, this information does give evidence that it could be possible for the acquirers to outperform the market with the merger announcement. Some signs of leakage of information can also be seen as the price begins to rise -1 day before the merger announcement in the case of target banks and prices begin to increase -14 days before the merger announcement for the acquirers. There is a significant fall in share prices after the merger announcement of the target banks that might be because of the economic environment i.e. financial crisis. This also implies that market was getting more pessimistic.
As shown in Graph 38, the CAR values of acquirer banks show positive upward trend during the time period (-5 to +5) that surrounds the announcement date. In the case of target banks, the analysis of CAR during the time period -5 to +5 tends to reveal that the negative abnormal movement in the pre-merger time period is accompanied by positive upward trend of abnormal returns in the period of post merger announcement. A steep downward movement can be observed for cumulative abnormal returns in the post merger time period. The upward trend can be seen one day before the merger announcement and then the gain in share prices slips drastically downwards. The results of this research show that earnings announcements do convey useful information for the creation of value for the banks. The CAR graphs show that to some extent, market gradually learns about the merger announcement. Upward trend observed one day before the merger announcement shows signs of leakage of information. This observation contradicts the general belief that target banks involved in merger activities gain more wealth.
Graph 37
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If statistical tests illustrate that absolute value of t-statistics is equal or higher to the critical t value (1.96) in both cases i.e. acquirers and target banks, then hypothesis will not be accepted implying that AAR or CAR are statistically significant. As shown in Table 9 , acquirer and target banks engaged in mergers generated CAR values that are not statistically significant at 5% for the period (-30, +30) . In other words, we can say that there were no cumulative abnormal returns during 2 months for both acquirers and targets. On the other hand, the returns are significant for some time periods (-30, t) i.e. t= 5, 7, 8, 9 etc. CAR values are statistically significant at 5% level for periods (-5, +5) . However, acquirers do not earn abnormal returns from the time period (-1, +1) and also on the announcement date (-1, 0) leading to the acceptance of . This implies that any gains of shareholders of acquirers were short lived.
Findings also indicate the mergers generate CAR for target banks implying statistical significance at the 5% level in periods (0, +1) leading to the rejection of . This indicates that targets earn abnormal returns on merger announcement. Whereas for the time period (-30, +30) and (-5, +5) results are statistically not significant which shows that there were no abnormal returns over a specified time period. This implies that share holders of target banks earned abnormal returns on the day of merger announcement. Table 10 provides the t values of AAR for both acquirers and target banks. It can be seen from the table that significant abnormal returns are observed for t= -7, -5, 7, 14, 19, and 23 in the case of acquirers. However, the acquirers did not earn abnormal returns when t= -4, -3, -2, 1, 2, etc and also on the announcement date. In the case of target banks, it was observed that abnormal returns were only earned when t= -12, 0, 15 and 16 around on the merger announcements. Table 10 13. Conclusion
Summary of AAR and CAR
A merger or acquisition is assumed to create value if the returns on the shares of the acquirers and targets increase on the announcement of the merger. This research had one primary objective. We had to examine the effects of a merger announcement of banks on stock values.
Eighteen acquiring banks and 18 target banks were used in the sample for the study of price reactions of stocks. Returns on stocks of banks were compared to the market returns i.e. FTSE100 index. The findings reveal that there is definitely action in the prices of stocks around Day 0, but the analysis also shows that the merger may not be significant in determination of the reason for the particular behaviour.
The results of this study explain that mergers or acquisitions in the banking sector tend to be positive net present value activities for a short period for the acquirers. Moreover, it elaborates that acquirer banks confirm the point that merger announcements are consistent with the maximization of value. Value creation, which was short lived for acquirers, depicts the confidence of the investors in the ability of the acquirers to turnaround the inefficient target banks. It also shows that target banks experienced significant abnormal returns on the day of merger announcement. The study also found out that the performance of the target banks did not improve after mergers announcement. Perhaps the real economic gains could be examined over a longer time period. By analyzing the available information, this study has analyzed the reaction of stock market to the announcement of mergers or acquisitions and identified that it creates positive gains for the acquirers only for two weeks i.e. CAR (-5, +5) is statistically greater than 0 where as CAR during two months (-30, +30) were equal to 0. We looked at a very brief time period to evaluate the value creation for the banks; therefore it is impossible to say if acquirers will benefit from the actual merger in the longer term.
